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Independent Auditor’s Report

To the Village Council
Village of Berrien Springs, Michigan

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, and each major fund of the Village of Berrien Springs (the “Village”) as of
and for the year ended June 30, 2007, which collectively comprise the Village’s basic financial
statements as listed in the table of contents. These financial statements are the responsibility of
the Village of Berrien Spring’s management. Our responsibility is to express opinions on these
financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities, the business-type activities, and
each major fund of the Village of Berrien Springs as of June 30, 2007 and the respective changes
in financial position and cash flows, where applicable, thereof for the year then ended, in
conformity with accounting principles generally accepted in the United States of America.

The management’s discussion and analysis and the budgetary comparison schedules, as identified
in the table of contents, are not required parts of the basic financial statements but are
supplemental information required by accounting principles generally accepted in the United
States of America. We have applied certain limited procedures, which consisted principally of
inquiries of management, regarding the methods of measurement and presentation of the
required supplemental information. However, we did not audit the information and express no
opinion on it.

Praxity:



To the Village Council
Village of Berrien Springs, Michigan

In accordance with Government Auditing Standards, we have also issued a report under separate
cover dated September 21, 2007 on our consideration of the Village’s internal control over
financial reporting and our tests of compliance with certain provisions of laws, regulations,
contracts, and grant agreements. The purpose of that report is to describe the scope of our
testing of internal control over financial reporting and compliance and the results of that testing,
and not to provide opinions on the internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit.

74«4@ f 77&»440, PLLL

September 21, 2007

plante
2 moran



Village of Berrien Springs, Michigan

Management’s Discussion and Analysis

Our discussion and analysis of the Village of Berrien Springs, Michigan’s financial performance
provides an overview of the Village’s financial activities for the fiscal year ended June 30, 2007.
Please read it in conjunction with the Village’s financial statements.

Financial Highlights

As discussed in further detail in this discussion and analysis, the following represents the most
significant financial highlights for the year ended June 30, 2007:

e State-shared revenue, the General Fund’s second largest revenue source, was decreased
again this year. The Village management reacted by continuing to keep expenses at a
minimum where possible.

e The Village continued its long-term investment in its wastewater treatment system. During
the year, the Village broke ground on the highly anticipated project. This project will be
funded by a USDA Rural Development loan of $6,967,000 and a grant of $3,000,000.

e The Downtown Revitalization Project began in April 2007. MDOT approved a
Transportation Enhancement Grant award to the Village in the amount of $343,680 for this
project, for which total expenditures are estimated at $826,000. The CDBG also awarded a
$200,000 grant to the Village for the project.

e The Village finalized the Highland Estates Improvements Project during the year. Total
expenditures for this project were approximately $355,000.

e The Fisher Court Watermain Improvements Project construction contract was awarded to
Northern Construction in the amount of $166,945. The project was almost complete at the
end of the fiscal year.

Using this Annual Report

This annual report consists of a series of financial statements. The statement of net assets and
the statement of activities provide information about the activities of the Village as a whole and
present a longer-term view of the Village’s finances. This longer-term view uses the accrual
basis of accounting so that it can measure the cost of providing services during the current year,
and whether the taxpayers have funded the full cost of providing government services.

The fund financial statements present a short-term view; they tell us how the taxpayers’
resources were spent during the year, as well as how much is available for future spending.
Fund financial statements also report the Village’s operations in more detail than the
government-wide financial statements by providing information about the Village’s most
significant funds.



Village of Berrien Springs, Michigan

Management’s Discussion and Analysis (Continued)

The Village as a Whole

The following table shows, in a condensed format, the net assets as of the current date and compared to the prior two fiscal years:

Governmental Activities Business-type Activities Total
2007 2006 2005 2007 2006 2005 2007 2006 2005
Assets
Current assets $ 3687719 $ 3370332 $ 2,782,554 $ 1,187,116 $ 577,753 $ 692,118 $ 4,874835 $ 3,948,085 $ 3,474,672
Noncurrent assets 1,772,732 2,146,457 2,105,153 11,006,298 4,166,864 3,689,348 12,779,030 6,313,321 5,794,501
Total assets 5,460,451 5,516,789 4,887,707 12,193,414 4,744,617 4,381,466 17,653,865 10,261,406 9,269,173
Liabilities
Current liabilities 50,387 73,236 52,648 1,389,332 438,442 377,097 1,439,719 511,678 429,745
Long-term liabilities - - - 6,568,504 494,882 526,416 6,568,504 494,882 526,416
Total liabilities 50,387 73,236 52,648 7,957,836 933,324 903,513 8,008,223 1,006,560 956,161
Net Assets
Invested in capital assets -

Net of related debt 1,772,732 1,619,582 1,606,712 4,358,280 3,640,448 2,911,398 6,131,012 5,260,030 4,518,110
Restricted 1,054,547 1,063,471 845,421 61,294 59,321 239,394 1,115,841 1,122,792 1,084,815
Unrestricted 2,582,785 2,760,500 2,382,926 (183,996) 111,524 327,161 2,398,789 2,872,024 2,710,087

Total net assets $ 5,410,064 $ 5,443,553 $ 4,835,059 $ 4,235578 $ 3,811,293 $ 3,477,953 $ 9,645,642 $ 9,254,846 $ 8,313,012

The Village’s combined net assets increased 4 percent from a year ago - increasing from $9,254,846 to $9,645,642. As we look at the
governmental activities separately from the business-type activities, we can see that governmental activities net assets decreased 0.6 percent
from $5,443,553 to $5,410,064, while business-type activities increased | | percent from $3,811,293 to $4,235,578.

Unrestricted net assets - the part of net assets that can be used to finance day-to-day operations - decreased by $177,715 for the
governmental activities. This represents an decrease of approximately 6 percent. The current level of unrestricted net assets for our
governmental activities stands at $2,582,785. This is within the targeted range set by the Village during its last budget process.



Village of Berrien Springs, Michigan

Management’s Discussion and Analysis (Continued)

The following table shows the changes in the net assets during the current year and as compared to the prior two fiscal years:

Governmental Activities Business-type Activities Total
2007 2006 2005 2007 2006 2005 2007 2006 2005
Revenue
Program revenue:
Charges for services $ 315939 $ 327,143 $ 188,280 $ 1,235,012 $ 1,029,112 $ 995834 $ 1,550,951 $ 1,356,255 $ 1,184,114
Operating grants and
contributions 129,401 139,242 131,585 - - - 129,401 139,242 131,585
Capital grants and
contributions - - 318,509 - - - - - 318,509
General revenue:
Property taxes 595,284 558,249 540,845 - - - 595,284 558,249 540,845
State-shared revenue 178,696 180,784 182,397 - - - 178,696 180,784 182,397
Unrestricted
investment earnings 127,074 79,070 53,068 55,760 30,799 13,932 182,834 109,869 67,000
Miscellaneous 66,800 66,866 72,908 - - - 66,800 66,866 72,908
Total revenue 1,413,194 1,351,354 1,487,592 1,290,772 1,059,911 1,009,766 2,703,966 2,411,265 2,497,358
Program Expenses
General government 283,413 247,569 164,967 - - - 283,413 247,569 164,967
Public safety 241,276 154,288 105,446 - - - 241,276 154,288 105,446
Public works 246,116 189,049 413,684 - - - 246,116 189,049 413,684
Recreation and culture 149,003 151,954 168,796 - - - 149,003 151,954 168,796
Contributions 526,875 - - - - - 526,875 - -
Water and sewer - - - 866,491 726,571 769,902 866,491 726,571 769,902
Total program
expenses 1,446,683 742,860 852,893 866,491 726,571 769,902 2,313,174 1,469,431 1,622,795
Change in Net Assets $ (33,489) $ 608,494 $ 634,699 $ 424,281 $ 333,340 $ 239,864 $ 390,792 $ 941,834 $ 874,563




Village of Berrien Springs, Michigan

Management’s Discussion and Analysis (Continued)

During the past fiscal year, governmental activities revenues increased from $1,351,354 to
$1,413,194 or approximately 5 percent, while governmental program expenses increased
approximately $700,000. Much of this increase relates to the dissolution of the police joint
venture with Oronoko Township, which resulted in approximately $527,000 of contribution
expense for the governmental activities in current year.

Business-type activities revenues increased approximately 22 percent, while expenses also
increased by approximately 19 percent. The most significant revenue increase was the increase
in charges for services, which relates to the Village's rate increase for the construction of the
new Waste Water Treatment Plant.

Governmental Activities

Property taxes increased slightly due to valuation increases.

Business-type Activities

The Village’s business-type activities consist of the Water and Sewer Fund. We provide water
and sewer to residents through Village-owned and operated wells and sewage treatment plant.

Water Operating Fund

A water and sewer rate study was completed in January 2003. Using a proposed cost allocation
between the customer, commodity, and demand charges, an annual increase of approximately
6.0 percent per year for five years was instituted.

Sewer Fund

The water and sewer rate study completed in January 2003 recommended an average of
8 percent to |10 percent annual increase in sewer rates over a five-year time span, which was
approved. Annual projected surpluses would build up the Sewer Fund’s cash reserves, which
have been depleted.



Village of Berrien Springs, Michigan

Management’s Discussion and Analysis (Continued)

The Village’s Funds

Our analysis of the Village’s major funds begins on page 12, following the government-wide
financial statements. The fund financial statements provide detail information about the most
significant funds, not the Village as a whole. The Village Council creates funds to help manage
money for specific purposes as well as to show accountability for certain activities, such as
special property tax millages. The Village’s major funds for 2007 include the General Fund, the
Major and Local Streets Funds, and the Waste Water and Water Operating Funds.

Budgetary Highlights

Over the course of the year, the Village did not amend the budget for the General, Major
Streets, and Local Streets Funds. Full budget to actual statements for these funds are included as
pages 31 through 33 of this report.

Capital Asset and Debt Administration

During the year, the Village issued debt in the amount of $6,176,000 to assist in funding the
construction of the new Waste Water Treatment Plant. This project was still ongoing at June
30, 2007 and is shown as construction in progress.

Economic Factors and Next Year’s Budgets and Rates

The Village’s fiscal 2008 budget anticipates additional cuts in state-shared revenue. The Village
anticipates the receipt of $3,000,000 of money from a Rural Development Grant for the Waste
Water Treatment Plant project during fiscal 2008. The Village also budgeted for the annual debt
service of the debt related to the new Waste Water Treatment Plant, which begins in fiscal
2008.

The Village increased water and sewer rates during fiscal 2007 and continues to watch water
and sewer revenue and expense trends for possible additional increases in the future.

Contacting the Village’s Management

This financial report is intended to provide our citizens, taxpayers, customers, and investors with
a general overview of the Village’s finances and to show the Village’s accountability for the
money it receives. If you have questions about this report or need additional information, we
welcome you to contact the clerk’s office.



Village of Berrien Springs, Michigan

Assets

Cash and cash equivalents (Note 3)

Investments (Note 3)

Customer accounts receivable - Net

Due from other governmental units

Internal balances

Prepaid costs and other assets

Restricted assets - Debt service

Capital assets - Net (Note 4):
Assets subject to depreciation
Assets not subject to depreciation

Investment in joint venture (Note |)

Total assets

Liabilities
Accounts payable
Accrued and other liabilities
Accrued employee benefits -
Due within one year (Note 6)
Noncurrent liabilities (Note 6):
Due within one year
Due in more than one year

Total liabilities

Net Assets

Invested in capital assets - Net of
related debt

Restricted for streets and highways

Restricted for debt service

Unrestricted

Total net assets

The Notes to Financial Statements are an

Integral Part of this Statement.

Statement of Net Assets
June 30, 2007

Governmental Business-type
Activities Activities Total
$ 2354846 $ 880,935 $ 3,235,78I
1,173,997 - 1,173,997
17,510 331,912 349,422
44,717 - 44,717
96,649 (96,649) -
- 9,624 9,624
- 61,294 61,294
1,412,273 2,450,160 3,862,433
360,459 8,556,138 8,916,597
5,460,451 12,193,414 17,653,865
43,697 830,502 874,199
- 456,452 456,452
6,690 - 6,690
- 102,378 102,378
- 6,568,504 6,568,504
50,387 7,957,836 8,008,223
1,772,732 4,358,280 6,131,012
1,054,547 - 1,054,547
- 61,294 61,294
2,582,785 (183,996) 2,398,789
$ 5,410,064 $ 4,235578 $ 9,645,642




Village of Berrien Springs, Michigan

Functions/Programs

Governmental activities:
General government
Public safety
Public works
Recreation and culture
Contributions - Public safety

Total governmental activities

Business-type activities:

Water
Sewer

Total business-type activities

Total primary government

The Notes to Financial Statements are an

Integral Part of this Statement.

Program Revenues

Charges for
Expenses Services

Operating

Grants and

Contributions

$ 283,413 $ 100,000 $

241,276 6,018 -

246,116 95,791 129,401
149,003 114,130 -
526,875 - -

1,446,683 315,939 129,401
355,022 504,046 -
511,469 730,966 -
866,491 1,235,012 -

$ 2,313,174 $ 1,550,951 $ 129,401

General revenues:
Property taxes
State-shared revenues
Unrestricted investment earnings
Miscellaneous

Total general revenues
Change in Net Assets
Net Assets - Beginning of year

Net Assets - End of year



|
Statement of Activities

Year Ended June 30, 2007

Net (Expense) Revenue and Changes in Net Assets

Governmental Business-type
Activities Activities Total

$ (183,413) $ - $ (183,413)
(235,258) - (235,258)
(20,924) - (20,924)
(34,873) - (34,873)
(526,875) - (526,875)
(1,001,343) - (1,001,343)

- 149,024 149,024

- 219,497 219,497

- 368,521 368,521
(1,001,343) 368,521 (632,822)
595,284 - 595,284
178,696 - 178,696
127,074 55,760 182,834

66,800 - 66,800
967,854 55,760 1,023,614
(33,489) 424,281 390,792
5,443,553 3,811,297 9,254,850

$ 5410064 $ 4,235578 $ 9,645,642




Village of Berrien Springs, Michigan

Governmental Funds
Balance Sheet
June 30, 2007

Total
Major Streets Governmental
General Fund Fund Local Streets Fund Funds
Assets
Cash and investments $ 2,462,934 $ 607,086 $ 458,823 $ 3,528,843
Receivables - Net 17,510 - - 17,510
Due from other governmental units 24,800 13,600 6,317 44717
Due from other funds 96,649 - - 96,649
Total assets $ 2,601,893 $ 620,686 $ 465,140 $ 3,687,719
Liabilities and Fund Balances
Liabilities - Accounts payable $ 12,418 $ 600 $ 30,679 $ 43,697
Fund Balances - Unreserved, reported in
General Fund 2,364,475 - - 2,364,475
Special Revenue Funds - 620,086 434,461 1,054,547
Designated for future police expenditures 225,000 - - 225,000
Total fund balances 2,589,475 620,086 434,461 3,644,022
Total liabilities and fund balances $ 2,601,893 $ 620,686 $ 465,140
Amounts reported for governmental activities in the statement of net assets are different because:
Capital assets used in governmental activities are not financial resources and are not reported in
the funds 1,772,732
Long-term liabilities are not due and payable in the current period and are not reported in the funds (6,690)
Net assets of governmental activities $ 5,410,064

The Notes to Financial Statements are an |
Integral Part of this Statement.



Village of Berrien Springs, Michigan

Governmental Funds

Statement of Revenue, Expenditures, and
Changes in Fund Balances

Year Ended June 30, 2007

Total
Major Streets Governmental
General Fund Fund Local Streets Fund Funds
Revenue
Property taxes $ 448,182 $ - $ 147,102 $ 595,284
State-shared revenues and grants 178,696 90,603 38,798 308,097
Licenses and permits 6,018 - - 6,018
Charges for services 278,476 - - 278,476
Fines and forfeitures 1,214 - - 1,214
Interest and rentals 86,401 27,493 14,461 128,355
Other 95,644 2 104 95,750
Total revenue 1,094,631 118,098 200,465 1,413,194
Expenditures
General government 281,858 - - 281,858
Public safety 185,214 - - 185,214
Public works 26,809 73,865 388,917 489,591
Recreation and culture 116,054 - - 116,054
Total expenditures 609,935 73,865 388,917 1,072,717
Excess (Deficiency) of Revenue Over
Expenditures 484,696 44,233 (188,452) 340,477
Other Financing Sources (Uses)
Transfers in - 53,765 81,531 135,296
Transfers out (135,296) - - (135,296)
Total other financing sources (uses) (135,296) 53,765 81,531 -
Net Change in Fund Balances 349,400 97,998 (106,921) 340,477
Fund Balances - Beginning of year 2,240,075 522,088 541,382 3,303,545
Fund Balances - End of year $ 2,589,475 $ 620,086 $ 434,461 $ 3,644,022
The Notes to Financial Statements are an 12

Integral Part of this Statement.
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Governmental Funds

Reconciliation of the Statement of Revenue, Expenditures,
and Changes in Fund Balances of Governmental Funds

to the Statement of Activities

Year Ended June 30, 2007

Net Change in Fund Balances - Total Governmental Funds $ 340,477

Amounts reported for governmental activities in the statement of
activities are different because:

Governmental funds report capital outlays as expenditures;
in the statement of activities, these costs are allocated
over their estimated useful lives as depreciation:
Current year capital additions 307,076
Current year allocation of depreciation (125,105)

Current year net capital disposals (28,822)
Dissolution of police joint venture (526,875)
Increase in accumulated employee vacation pay is recorded
when earned in the statement of activities (240)
Change in Net Assets of Governmental Activities $ (33,489)

The Notes to Financial Statements are an 13
Integral Part of this Statement.
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Assets
Current assets:
Cash and cash equivalents
Receivables - Net
Prepaid costs and other assets

Total current assets

Noncurrent assets:
Restricted assets
Capital assets

Total noncurrent assets

Total assets

Liabilities
Current liabilities:
Accounts payable
Accrued and other liabilities
Customer deposits payable
Due to other funds

Current portion of long-term debt

Total current liabilities

Noncurrent liabilities - Long-term debt - Net of

current portion

Total liabilities

Net Assets

Investment in capital assets - Net of related debt

Restricted - Debt service
Unrestricted

Total net assets

The Notes to Financial Statements are an

Integral Part of this Statement.

Proprietary Funds

Statement of Net Assets
June 30, 2007

Waste Water Water Total Enterprise
Fund Operating Fund Funds

$ 346,315 $ 534,620 $ 880,935
197,053 134,859 331,912

- 9,624 9,624
543,368 679,103 1,222,471

- 61,294 61,294
9,084,439 1,921,859 11,006,298
9,084,439 1,983,153 11,067,592
9,627,807 2,662,256 12,290,063
586,626 243,876 830,502
354,588 5,995 360,583

- 95,869 95,869
96,649 - 96,649
74,689 27,689 102,378
[,112,552 373,429 1,485,981
6,226,252 342,252 6,568,504
7,338,804 715,681 8,054,485
2,806,362 1,551,918 4,358,280
- 61,294 61,294
(517,359) 333,363 (183,996)

$ 2,289,003 $

1,946,575 $ 4,235,578




Village of Berrien Springs, Michigan

Proprietary Funds
Statement of Revenue, Expenses, and Changes in Fund Net Assets
Year Ended June 30, 2007

Waste Water Water Total Enterprise
Fund Operating Fund Funds
Operating Revenue
Sale of water $ - $ 467,692 $ 467,692
Sewage disposal charges 717,871 - 717,871
Hydrant rental - 15,000 15,000
Interest and penalty charges 5921 6,727 12,648
Other charges for services 7,174 14,627 21,801
Total operating revenue 730,966 504,046 1,235,012
Operating Expenses
Salaries 108,963 90,471 199,434
Fringe benefits 28,075 36,193 64,268
Utilities 23,241 5,087 28,328
Materials, supplies, and freight 21,731 21,133 42,864
Contractual services 5,582 8,654 14,236
Insurance 9,408 6,224 15,632
Repairs and maintenance 18,529 22,148 40,677
Depreciation 209,996 55,769 265,765
Administrative fees 50,000 50,000 100,000
Other 28,946 37,986 66,932
Total operating expenses 504,471 333,665 838,136
Operating Income 226,495 170,381 396,876
Nonoperating Revenue (Expense)
Investment income 23,065 32,695 55,760
Interest expense (6,998) (21,357) (28,355)
Total nonoperating revenue 16,067 11,338 27,405
Change in Net Assets 242,562 181,719 424,281
Net Assets - Beginning of year 2,046,441 1,764,856 3,811,297
Net Assets - End Of year $ 2’289’003 $ |)9461575 $ 492359578

The Notes to Financial Statements are an 15
Integral Part of this Statement.
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Proprietary Funds
Statement of Cash Flows
Year Ended June 30, 2007

Water Total
Waste Water  Operating Enterprise
Fund Fund Funds
Cash Flows from Operating Activities
Receipts from customers $ 673,861 $ 485119 $ 1,158,980
Payments to suppliers (405,764) (194,749) (600,513)
Payments to employees (137,038) (126,664) (263,702)
Net cash provided by operating activities 131,059 163,706 294,765
Cash Flows from Capital and Related Financing Activities
Purchase of capital assets (5,693,258) (241,287) (5,934,545)
Proceeds from bond issuance 6,176,000 - 6,176,000
Principal and interest paid on capital debt (12,765) (47,124) (59,889)
Internal activity - Payments to other funds (277,786) - (277,786)
Net cash provided by (used in) capital and
related financingactivities 192,191 (288,411) (96,220)
Cash Flows from Investing Activities - Interest received 23,065 32,695 55,760
Net Increase (Decrease) in Cash and Cash Equivalents 346,315 (92,010) 254,305
Cash and Cash Equivalents - Beginning of year - 687,924 687,924
Cash and Cash Equivalents - End of year $ 346,315 $ 595914 $ 942,229
Balance Sheet Classification of Cash and Cash Equivalents
Cash and investments $ 346,315 $ 534,620 $ 880,935
Restricted cash - 61,294 61,294
Total cash and cash equivalents $ 346,315 $ 595914 $ 942,229
Reconciliation of Operating Income to Net Cash from
Operating Activities
Operating income $ 226,495 $ 170,381 $ 396,876
Adjustments to reconcile operating income to net cash from
operating activities:
Depreciation 209,996 55,769 265,765
Changes in assets and liabilities:
Receivables (57,105) (20,167) (77,272)
Accounts payable (245,846) (43,799) (289,645)
Accrued and other liabilities (2,481) 282 (2,199)
Deposits payable - 1,240 1,240
Net cash provided by operating activities $ 131,059 $ 163,706 $ 294,765

Noncash Activities - During the year, there were no significant noncash operating, capital, financing, or
investing activities.

The Notes to Financial Statements are an 16
Integral Part of this Statement.



Village of Berrien Springs, Michigan

Notes to Financial Statements
June 30, 2007

Note | - Summary of Significant Accounting Policies

The accounting policies of the Village of Berrien Springs, Michigan (the “Village”)
conform to accounting principles generally accepted in the United States of America
(GAAP) as applicable to governmental units. The following is a summary of the
significant accounting policies used by the Village of Berrien Springs, Michigan:

Reporting Entity

The Village of Berrien Springs, Michigan is governed by an elected seven-member
council. In accordance with accounting principles generally accepted in the United
States of America, there are no component units to be included in these financial
statements.

Jointly Governed Organizations

The fire department of the Village, not a legally separate entity, is jointly operated with
Oronoko Township (the “Township”). All fire expenditures are shared between the
two units. The Village’s share of capital assets is included in the governmental activities
capital assets on the government-wide statement of net assets.

The Village, along with Oronoko Township, had been a member of the Berrien Springs -
Oronoko Township Police Department. On November |4, 2006, the Oronoko
Township Board voted to terminate the agreement with the Village and assumed
control of and responsibility for police protection services for both the Township and
the Village. Because the Village will continue to receive services, its equity interest of
$526,875 was contributed to the Township.

Government-wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and the
statement of activities) report information on all of the nonfiduciary activities of the
primary government. For the most part, the effect of interfund activity has been
removed from these statements. Governmental activities, normally supported by taxes
and intergovernmental revenues, are reported separately from business-type activities,
which rely to a significant extent on fees and charges for support.

The statement of activities demonstrates the degree to which the direct expenses of a
given function or segment are offset by program revenues. Direct expenses are those
that are clearly identifiable with a specific function or segment. Program revenues
include: (l) charges to customers or applicants who purchase, use, or directly benefit
from goods, services, or privileges provided by a given function or segment; and (2)
grants and contributions that are restricted to meeting the operational or capital
requirements of a particular function or segment. Taxes and other items not properly
included among program revenues are reported instead as general revenue.
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Village of Berrien Springs, Michigan

Notes to Financial Statements
June 30, 2007

Note |1 - Summary of Significant Accounting Policies (Continued)

Separate financial statements are provided for governmental funds and proprietary
funds. Major individual governmental funds and major individual Enterprise Funds are
reported as separate columns in the fund financial statements.

Measurement Focus, Basis of Accounting, and Financial Statement
Presentation

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting, as is the proprietary fund.
Revenue is recorded when earned and expenses are recorded when a liability is
incurred, regardless of the timing of related cash flows. Property taxes are recognized
as revenue in the year for which they are levied. Grants and similar items are
recognized as revenue as soon as all eligibility requirements imposed by the provider
have been met.

Governmental fund financial statements are reported using the current financial
resources measurement focus and the modified accrual basis of accounting. Revenue is
recognized as soon as it is both measurable and available. Revenue is considered to be
available if it is collected within the current period or soon enough thereafter to pay
liabilities of the current period. For this purpose, the Village considers revenues to be
available if they are collected within 60 days of the end of the current fiscal period. The
following major revenue sources meet the availability criterion: state-shared revenue,
state gas and weight tax revenue, district court fines, and interest associated with the
current fiscal period. Conversely, if applicable, special assessments and federal grant
reimbursements will be collected after the period of availability; receivables have been
recorded for these, along with a “deferred revenue” liability.

Expenditures generally are recorded when a liability is incurred, as under accrual
accounting. However, debt service expenditures, expenditures relating to compensated
absences, and claims and judgments are recorded only when payment is due.

The Village reports the following major governmental funds:

General Fund - The General Fund is the Village’s primary operating fund. It accounts
for all financial resources of the general government, except those required to be
accounted for in another fund.

Major Streets Fund - The Major Streets Fund accounts for the resources of state gas
and weight tax revenues that are restricted for use on major streets.



Village of Berrien Springs, Michigan

Notes to Financial Statements
June 30, 2007

Note |1 - Summary of Significant Accounting Policies (Continued)

Local Streets Fund - The Local Streets Fund accounts for the resources of state gas
and weight tax revenues that are restricted for use on local streets.

The Village reports the following major proprietary funds:

Waste Water Fund - The Waste Water Fund accounts for the activities of the sewage
collection system.

Water Operating Fund - The Water Operating Fund accounts for the activities of the
water distribution system.

Private sector standards of accounting issued prior to December |, 1989 are generally
followed in both the government-wide and proprietary fund financial statements to the
extent that those standards do not conflict with the standards of the Governmental
Accounting Standards Board. The Village has elected not to follow private sector
standards issued after November 30, 1989 for its business-type activities.

As a general rule, the effect of interfund activity has been eliminated from the
government-wide financial statements. Exceptions to this general rule are charges
between the Village’s water/waste water function and various other functions of the
Village. Eliminations of these charges would distort the direct costs and program
revenues reported for the various functions concerned.

Amounts reported as program revenue include: (1) charges to customers or applicants
for goods, services, or privileges provided; (2) operating grants and contributions; and
(3) capital grants and contributions, including special assessments. Internally dedicated
resources are reported as general revenue rather than as program revenue. Likewise,
general revenue includes all taxes.

Proprietary funds distinguish operating revenue and expenses from nonoperating items.
Operating revenue and expenses generally result from providing services in connection
with a proprietary fund’s principal ongoing operations. The principal operating revenue
of our proprietary funds relates to charges to customers for sales and services. The
Water and Waste Water Funds also recognize the portion of tap fees intended to
recover current costs (e.g., labor and materials to hook up new customers) as operating
revenue. The portion intended to recover the cost of the infrastructure is recognized as
nonoperating revenue. Operating expenses for proprietary funds include the cost of
sales and services, administrative expenses, and depreciation on capital assets. All
revenue and expenses not meeting this definition are reported as nonoperating revenue
and expenses.



Village of Berrien Springs, Michigan

Notes to Financial Statements
June 30, 2007

Note |1 - Summary of Significant Accounting Policies (Continued)

Property Tax Revenue

Property taxes are levied on each July | on the taxable valuation of property as of the
preceding December 3|. Taxes are considered delinquent on September |6, at which
time penalties and interest are assessed.

The 2006 taxable valuation of the Village totaled approximately $42.1 million, on which
taxes levied consisted of 10.4306 mills for operating purposes and 3.4539 mills for street
repair and maintenance. This resulted in approximately $440,000 for operating and
$145,000 for street repair and maintenance. These amounts are recognized in the
respective General and Special Revenue Funds financial statements as tax revenue.

Assets, Liabilities, and Net Assets or Equity

Bank Deposits and Investments - Cash and cash equivalents include cash on hand,
demand deposits, and short-term investments with a maturity of three months or less
when acquired. Investments are stated at fair value. Pooled investment income from
the General Fund, Special Revenue Fund, and Enterprise Funds is generally allocated to
each fund using a weighted average.

Receivables and Payables - In general, outstanding balances between funds are
reported as “due to/from other funds.” Any residual balances outstanding between the
governmental activities and the business-type activities are reported in the government-
wide financial statements as “internal balances.” All trade and property tax receivables
are shown as net of allowance for uncollectible amounts.

Prepaid Items - Certain payments to vendors reflect costs applicable to future fiscal
years and are recorded as prepaid items in both government-wide and fund financial
statements.

Restricted Assets - The revenue bonds of the Enterprise Funds require amounts to be
set aside for debt service principal and interest, operations and maintenance, and a bond
reserve. These amounts have been classified as restricted assets.

Capital Assets - Capital assets, which include property, plant, equipment, and
infrastructure assets (e.g., roads, bridges, sidewalks, and similar items), are reported in
the applicable governmental or business-type activities column in the government-wide
financial statements. Capital assets are defined by the Village as assets with an initial
individual cost of more than $5,000 and an estimated useful life in excess of one year.
Such assets are recorded at historical cost or estimated historical cost if purchased or
constructed. Donated capital assets are recorded at estimated fair market value at the
date of donation.
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Village of Berrien Springs, Michigan

Notes to Financial Statements
June 30, 2007

Note |1 - Summary of Significant Accounting Policies (Continued)

Buildings, equipment, and vehicles are depreciated using the straight-line method over
the following useful lives:

Roads and sidewalks 7 to 25 years
Water and sewer distribution systems 6 to 40 years
Buildings and building improvements 10 to 40 years
Vehicles 5to 15 years
Office furnishings, machinery, and equipment 5 to 10 years

Long-term Obligations - In the government-wide financial statements and the
proprietary fund types in the fund financial statements, long-term debt and other long-
term obligations are reported as liabilities in the applicable governmental activities,
business-type activities, or proprietary fund-type statement of net assets.

Fund Equity - In the fund financial statements, governmental funds report reservations
of fund balance for amounts that are not available for appropriation or are legally
restricted by outside parties for use for a specific purpose. Designations of fund balance
represent tentative management plans that are subject to change.

Use of Estimates - The preparation of financial statements in conformity with
accounting principles generally accepted in the United States of America requires
management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenue and expenses during the
period. Actual results could differ from those estimates.
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Village of Berrien Springs, Michigan

Notes to Financial Statements
June 30, 2007

Note 2 - Stewardship, Compliance, and Accountability

Construction Code Fees - The Village oversees building construction, in accordance
with the State’s Construction Code Act, including inspection of building construction
and renovation to ensure compliance with the building codes. The Village charges fees
for these services. The law requires that collection of these fees be used only for
construction code costs, including an allocation of estimated overhead costs. A
summary of the current year activity and the cumulative surplus or shortfall generated
since January |, 2000 is as follows:

Roads and sidewalks 7 to 25 years
Water and sewer distribution systems 6 to 40 years
Buildings and building improvements 10 to 40 years
Vehicles 5to |15 years
Office furnishings, machinery, and equipment 5 to 10 years

Net Asset Deficit - While the Village has net assets in the Waste Water Fund, it has an
unrestricted net asset deficit at June 30, 2007.

Note 3 - Deposits and Investments

Michigan Compiled Laws Section 129.91 (Public Act 20 of 1943, as amended) authorizes
local governmental units to make deposits and invest in the accounts of federally insured
banks, credit unions, and savings and loan associations that have offices in Michigan. The
local unit is allowed to invest in bonds, securities, and other direct obligations of the
United States or any agency or instrumentality of the United States; repurchase
agreements; bankers’ acceptances of United States banks; commercial paper rated
within the two highest classifications, which matures not more than 270 days after the
date of purchase; obligations of the State of Michigan or its political subdivisions, which
are rated as investment grade; and mutual funds composed of investment vehicles that
are legal for direct investment by local units of government in Michigan.

The Village has designated two financial institutions for the deposit of its funds. The
investment policy adopted by the board in accordance with Public Act 196 of 1997 has
authorized investment in instruments allowed by Public Act 20. The Village’s deposits
and investment policies are in accordance with statutory authority.
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Village of Berrien Springs, Michigan

Notes to Financial Statements
June 30, 2007

Note 3 - Deposits and Investments (Continued)

The Village’s cash and investments are subject to custodial credit risk, which is examined
in more detail below:

Custodial Credit Risk of Bank Deposits - Custodial credit risk is the risk that in the
event of a financial institution failure, the Village’s deposits may not be returned to it.
The Village does not have a deposit policy for custodial credit risk. At year end, the
Village had $5,646,091 of bank deposits (certificates of deposit, checking and savings
accounts) that were uninsured and uncollateralized. The Village believes that due to the
dollar amounts of cash deposits and the limits of FDIC insurance, it is impractical to
insure all deposits. As a result, the Village evaluates each financial institution with which
it deposits funds and assesses the level of risk of each institution; only those institutions
with an acceptable estimated risk level are used as depositories.

Note 4 - Capital Assets

Capital asset activity of the Village’s governmental and business-type activities was as

follows:
Balance Disposals and Balance
Governmental Activities July 1, 2006 Additions Adjustments  June 30, 2007
Capital assets not being depreciated:
Land $ 288641 $ - $ - $ 288,641
Construction in progress 72,140 269,390 269,712 71,818
Subtotal 360,781 269,390 269,712 360,459
Capital assets being depreciated:
Roads and sidewalks 506,140 303,843 - 809,983
Buildings and improvements 716,774 - 25,000 691,774
Vehicles 312,652 - 49,168 263,484
Office furnishings and equipment 669,461 3,555 49,732 623,284
Subtotal 2,205,027 307,398 123,900 2,388,525
Accumulated depreciation:
Roads and sidewalks 102,221 20,956 - 123,177
Buildings and improvements 284,643 18,910 25,000 278,553
Vehicles 148,440 23,790 23,307 148,923
Office furnishings and equipment 410,921 61,449 46,771 425,599
Subtotal 946,225 125,105 95,078 976,252
Net capital assets being depreciated 1,258,802 182,293 28,822 1,412,273
Net capital assets $ 161958 $ 451,683 $ 298534 $ 1,772,732
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Village of Berrien Springs, Michigan

Notes to Financial Statements
June 30, 2007

Note 4 - Capital Assets (Continued)

Balance Disposals and Balance
Business-type Activities July 1, 2005 Additions Adjustments  June 30, 2006
Capital assets not being depreciated:
Land $ 299,830 $ - 3 - $ 299,830
Construction in progress 1,353,317 6,999,699 96,708 8,256,308
Subtotal 1,653,147 6,999,699 96,708 8,556,138
Capital assets being depreciated:
Water and sewer distribution systems 4,353,470 96,708 - 4,450,178
Buildings and building improvements 93,654 53,817 25,000 122,471
Vehicles 135,676 16,293 15,480 136,489
Machinery and equipment 238,796 35,390 - 274,186
Subtotal 4,821,596 202,208 40,480 4,983,324
Accumulated depreciation:
Water and sewer distribution systems 1,983,631 227,828 - 2,211,459
Buildings and building improvements 57,698 4,603 25,000 37,301
Vehicles 107,923 16,873 15,480 109,316
Machinery and equipment 158,627 16,461 - 175,088
Subtotal 2,307,879 265,765 40,480 2,533,164
Net capital assets being depreciated 2,513,717 (63,557) - 2,450,160
Net capital assets $ 4,166864 $ 6,936,142 $ 96,708 $ 11,006,298

Depreciation expense was charged to programs of the primary government as follows:

Governmental activities:

General government $ 26,691
Public safety 30,795
Public works 34,670
Recreation and culture 32,949

Total governmental activities $ 125,105

Business-type activities:

Water $ 55,769
Sewer 209,996
Total business-type activities $ 265,765
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Village of Berrien Springs, Michigan

Notes to Financial Statements
June 30, 2007

Note 4 - Capital Assets (Continued)

Construction Commitments - The Village has ongoing projects at year end. The
commitments with contractors and engineers are as follows:

Remaining
Project Spent to Date Commitment
Waste Water Treatment Plant Construction $ 5,681,317 $ 2,845,071
Note 5 - Interfund Receivables, Payables, and Transfers
The composition of interfund balances is as follows:
Receivable Fund Payable Fund Amount
General Fund Waste Water Fund $ 96,649

This balance results from the Waste Water Fund overdrawing its share of cash from the
Village’s pooled cash arrangement.

Interfund transfers reported in the fund financial statements are comprised of the

following:

Fund Providing Resources Fund Receiving Resources Amount
General Fund Major Streets Fund $ 53,765
General Fund Local Streets Fund 81,531

Total $ 135296

The transfers from the General Fund to the Major and Local Streets Funds represent
the use of unrestricted resources to finance those programs, in accordance with
budgetary authorizations.
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Village of Berrien Springs, Michigan

Notes to Financial Statements
June 30, 2007

Note 6 - Long-term Debt

The Village issues bonds to provide for the acquisition and construction of major capital
facilities. General obligation bonds are direct obligations and pledge the full faith and
credit of the Village. County contractual agreements are also general obligations of the
government. Revenue bonds involve a pledge of specific income derived from the
acquired or constructed assets to pay debt service.

Long-term obligation activity can be summarized as follows:

Interest
Rate Beginning Ending Due Within
Ranges Balance Additions Reductions Balance One Year

Governmental Activities -
Accrued employee benefits - $ 6450 $ 240 $ - $ 6,690 $ 6,690

Business-type Activities
General obligation bonds - Water
and sewer general obligation bonds:
Amount of issue - $330,6 14 4.70% -
Maturing through 2020 565% $ 261,416 $ - $ 11,534 $ 249882 $ 15,378
Revenue bonds - Sewer revenue bonds:
Series A Bond
Amount of issue - $4,947,000
Maturing through 2046 4.38% - 4,947,000 - 4,947,000 55,000
Series B Bond
Amount of issue - $1,229,000
Maturing through 2046 4.38% - 1,229,000 - 1,229,000 12,000
Revenue bonds - Water revenue bonds:

Amount of issue - $415,000 4.70% -
Maturing through 2016 5.50% 265,000 - 20,000 245,000 20,000

Total business-type activities $ 526,416 $ 6,176,000 $ 31,534 $ 6,670,882 $ 102,378

Annual debt service requirements to maturity for the above bonds and note obligations
are as follows:

Business-type Activities

Principal Interest Total

2008 $ 102,378 $ 95617 $ 197,995
2009 110,378 292,229 402,607
2010 113,378 287,065 400,443
2011 116,378 281,738 398,116
2012 120,378 276,508 396,886
2013-2017 677,954 1,287,790 1,965,744
Thereafter 5,430,038 4,007,349 9,437,387

Total $ 6,670,882 $ 6,528,296 $ 13,199,178
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Village of Berrien Springs, Michigan

Notes to Financial Statements
June 30, 2007

Note 7 - Risk Management

The Village is exposed to various risks of loss related to property loss, torts, errors and
omissions, and employee injuries (workers’ compensation), as well as medical benefits
provided to employees. The Village participates in the Michigan Municipal League risk
pool for claims relating to all risks.

The Michigan Municipal League risk pool program operates as a common risk-sharing
management program for local units of government in Michigan; member premiums are
used to purchase commercial excess insurance coverage and to pay member claims in
excess of deductible amounts.

Note 8 - Pension Plan

The Village participates in the Michigan Municipal Employees’ Retirement System, an
agent multiple-employer defined benefit pension plan that covers all employees of the
Village. The system provides retirement, disability, and death benefits to plan members
and their beneficiaries. The Michigan Municipal Employees’ Retirement System issues a
publicly available financial report that includes financial statements and required
supplementary information for the system. That report may be obtained by writing to
the system at | | 34 Municipal Way, Lansing, MI 48917.

The obligation to contribute to and maintain the system for police and fire employees
was established by negotiation with the Village’s competitive bargaining unit and requires
a contribution from the employees of .6 percent of gross wages. The obligation for
general employees was adopted by the Village’s council and requires a contribution of
zero percent of gross wages.

For the year ended June 30, 2007, the Village’s annual pension cost of $29,738 for the
plan was equal to the Village’s required and actual contribution. The annual required
contribution was determined as part of an actuarial valuation at December 31, 2004,
using the entry age actuarial cost method. Significant actuarial assumptions used include
(@) an 8.0 percent investment rate of return, (b) projected salary increases of 4.5
percent per year compounded annually, attributable to inflation, (c) additional projected
salary increases of 0.0 percent to 8.40 percent per year, depending on age, attributable
to seniority/merit, and (d) no increase after retirement. The actuarial value of assets was
determined using techniques that smooth the effects of short-term volatility over a four-
year period. The unfunded actuarial liability is being amortized as a level percentage of
payroll.
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Notes to Financial Statements
June 30, 2007

Note 8 - Pension Plan (Continued)

Fiscal Year Ended June 30
2005 2006 2007

Annual pension costs (APC) $ 21,182 $ 26,198 $ 29,738
Percentage of APC contributed 100 100 100
Net pension obligation - - -

Actuarial Valuation as of December 31

2004 2005 2006
Actuarial value of assets $ 2148760 $ 2,261,624 $ 2,408,797
Actuarial Accrued Liability (AAL)

(entry age) $ 1,907,674 $ 2229583 $ 2,288,433
Overfunded AAL (UAAL) $ 241,086 $ 32,041 $ 120,364
Funded ratio 112.6% 101.4% 105.3%
Covered payroll $ 716,458 $ 747731 $ 720,006
UAAL as a percentage of covered payroll (33.65%) (4.28%) (16.7%)
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Village of Berrien Springs, Michigan

Required Supplemental Information
Budgetary Comparison Schedule - General Fund
Year Ended June 30, 2007

Original /
Amended Variance with
Budget Actual Amended Budget
Revenue
Property taxes $ 439246 $ 448,182 $ 8,936
State sources 160,000 178,696 18,696
Licenses and permits 5,154 6,018 864
Charges for services 291,500 278,476 (13,024)
Fines and forfeitures 1,000 1,214 214
Interest and rentals 14,600 86,401 71,801
Other 91,250 95,644 4,394
Total revenue 1,002,750 1,094,631 91,881
Expenditures
General government:
Village Council 107,625 107,411 214
Village president 8,475 6,956 1,519
Village clerk 52,857 45,191 7,666
Elections 2,091 633 1,458
Village treasurer 9,930 11,728 (1,798)
Administration 85,930 64,101 21,829
Village hall and grounds 27,175 20,462 6,713
Public safety:
Building inspection/zoning administration 13,520 12,643 877
Ordinance enforcement 18,695 7,823 10,872
Public works 30,375 26,809 3,566
Recreation and culture:
Shamrock Park 129,900 108,660 21,240
Grove, Wolf's Prairie, and Memorial Parks 6,485 7,394 (909)
Other:
Community services 277,450 164,748 112,702
Capital improvements 114,408 25,376 89,032
Transfers to other funds 118,000 135,296 (17,296)
Total expenditures 1,002,916 745,231 257,685
Excess (Deficiency) of Revenue Over Expenditures (166) 349,400 349,566
Fund Balance - Beginning of year 2,240,075 2,240,075 -
Fund Balance - End of year $ 2239909 $ 2,589,475 $ 349,566
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Village of Berrien Springs, Michigan

Required Supplemental Information

Budgetary Comparison Schedule - Major Special Revenue Funds
Major Street Fund
Year Ended June 30, 2007

Revenue
State sources
Interest income
Other
Transfer from other funds

Total revenue

Expenditures
Routine street maintenance
Tree/Shrub maintenance
Traffic services
Winter maintenance
Administration
Drainage

Total expenditures
Excess of Revenue Over Expenditures
Fund Balance - Beginning of year

Fund Balance - End of year
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Variance with

Orriginal / Amended
Amended Budget Actual Budget

$ 92,118 $ 90,603 $ (1,515)
19,976 27,493 7,517
5,608 2 (5,606)
54,639 53,765 (874)
172,341 171,863 (478)
65,469 54,440 11,029
5,433 5916 (483)
5,084 2,601 2,483
5,674 5,175 499
4,315 4,147 168
1,658 1,586 72
87,633 73,865 13,768
84,708 97,998 13,290

522,088 522,088 -
$ 606,796 $ 620,086 $ 13,290




Village of Berrien Springs, Michigan

Required Supplemental Information
Budgetary Comparison Schedule

Major Special Revenue Funds (Continued)
Local Street Fund

Year Ended June 30, 2007

Variance with

Orriginal / Amended
Amended Budget Actual Budget
Revenue
Property taxes $ 136,326 $ 147,102 $ 10,776
State sources 43,285 38,798 (4,487)
Interest income 12,625 14,461 1,836
Other 3,804 104 (3,700)
Transfer from other funds 82,458 81,531 (927)
Total revenue 278,498 281,996 3,498
Expenditures
Routine street maintenance 83,599 83,989 (390)
Construction 570,516 278,145 292,371
Tree/Shrub maintenance 6,459 8,407 (1,948)
Traffic services 6,573 2,255 4318
Winter maintenance 6,560 7,593 (1,033)
Administration 6,697 6,459 238
Drainage 2,225 2,069 156
Total expenditures 682,629 388,917 293,712
Excess of Expenditures Over Revenue (404,131) (106,921) 297,210
Fund Balance - Beginning of year 541,382 541,382 -
Fund Balance - End of year $ 137,251 $ 434,461 $ 297,210
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Village of Berrien Springs, Michigan

Note to Required Supplemental Information
June 30, 2007

Note - Budgetary Information

Annual budgets are prepared by the finance committee on a basis consistent with
generally accepted accounting principles, except that the Village budgets operating
transfers as revenues/expenditures instead of "other financing sources/uses." Budgets
are adopted for the General Fund and all Special Revenue Funds by the Village Council.
Subsequent amendments are approved by the Village Council. The budget was not
amended during the year.

The budget document presents information by fund, function, department, and line
items. The legal level of budgetary control adopted by the governing body is the
department level.

Amounts encumbered for purchase orders, contracts, etc. are not tracked during the
year. Budget appropriations are considered to be spent once the goods are delivered
or the services rendered.

Excess of Expenditures Over Appropriations in Budgeted Funds - The Village
had one significant expenditure budget variance for the year ended June 30, 2007 as
follows:

Budget Actual

General Fund - Transfers to other funds $ 118,000 $ 135,296
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Independent Auditor's Report

To the Village Council
Village of Berrien Springs, Michigan

We have audited the financial statements of the governmental activities, the business-type
activities, and each major fund of the Village of Berrien Springs, Michigan as of and for the year
ended June 30, 2007, which collectively comprise the Village’s basic financial statements, and
have issued our report thereon dated September 21, 2007. Those basic financial statements are
the responsibility of the management of the Village of Berrien Springs, Michigan. Our
responsibility was to express opinions on those basic financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
basic financial statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the basic financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinion.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Village of Berrien Springs, Michigan’s basic financial statements. The
accompanying schedule of expenditures of federal awards is presented for the purpose of
additional analysis and is not a required part of the basic financial statements. The information in
this schedule has been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, is fairly stated in all material respects in relation to the

basic financial statements taken as a whole.
ﬁl«t/ f 77(»440, PLLe

September 21, 2007
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Report on Internal Control Over Financial Reporting and on Compliance and
Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards

To the Village Council
Village of Berrien Springs, Michigan

We have audited the financial statements of the governmental activities, the business-type
activities, and each major fund of the Village of Berrien Springs, Michigan as of and for the year
ended June 30, 2007, which collectively comprise the Village’s basic financial statements, and
have issued our report thereon dated September 21, 2007. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Village of Berrien Springs, Michigan’s
internal control over financial reporting as a basis for designing our auditing procedures for the
purpose of expressing our opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the Village of Berrien Springs, Michigan’s internal
control over financial reporting. Accordingly, we do not express an opinion on the effectiveness
of the Village of Berrien Springs, Michigan’s internal control over financial reporting.

A control deficiency exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent or detect misstatements on a timely basis. A significant deficiency is a control
deficiency, or combination of control deficiencies, that adversely affects the entity’s ability to
initiate, authorize, record, process, or report financial data reliably in accordance with generally
accepted accounting principles such that there is more than a remote likelihood that a
misstatement of the entity’s financial statements that is more than inconsequential will not be
prevented or detected by the entity’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statements
will not be prevented or detected by the entity’s internal control.

Our consideration of the internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all deficiencies
in internal control that might be significant deficiencies or material weaknesses. We believe that
the deficiency described in the accompanying schedule of findings and questioned costs
constitutes a material weakness.

MEMBER +*
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To the Village Council
Village of Berrien Springs, Michigan

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Village of Berrien Spring’s financial
statements are free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements, noncompliance with which
could have a direct and material effect on the determination of financial statement amounts.
However, providing an opinion on compliance with those provisions was not an objective of our
audit and, accordingly, we do not express such an opinion. The results of our tests disclosed no
instances of noncompliance or other matters that are required to be reported under Government
Auditing Standards.

The Village of Berrien Spring’s response to the significant deficiencies identified in our audit and
described in the accompanying schedule of findings and questioned costs has not been subjected
to the auditing procedures applied in the audit of the financial statements and, accordingly, we
express no opinion on it.

We noted certain matters that we communicated to management of the Village of Berrien
Springs in a separate letter dated September 21, 2007.

This report is intended solely for the information and use of management and the Village Council
and is not intended to be and should not be used by anyone other than these specified parties.

7%4&, f 77&4,«/, PLeLe

September 21, 2007



Plante & Moran, PLLC

plante Suite 120
44__,-————-‘_-' 511 Renaissance Drive
St. Joseph, M| 42085

moran Tel: 260.982.8000
Fax: 269.982.2800

plantemoran.com

Report on Compliance with Requirements Applicable to Each Major Program and on
Internal Control Over Compliance in Accordance with OMB Circular A-133

To the Village Council
Village of Berrien Springs, Michigan

Compliance

We have audited the compliance of the Village of Berrien Springs, Michigan with the types of
compliance requirements described in the U.S. Office of Management and Budget (OMB)
Circular A-133 Comepliance Supplement that are applicable to its major federal program for the
year ended June 30, 2007. The major federal program of the Village of Berrien Springs, Michigan
is identified in the summary of auditor's results section of the accompanying schedule of findings
and questioned costs. Compliance with the requirements of laws, regulations, contracts, and
grants applicable to its major federal program is the responsibility of the Village of Berrien
Springs, Michigan’s management. Our responsibility is to express an opinion on the Village of
Berrien Springs, Michigan’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted
in the United States of America; the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States; and
OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations. Those
standards and OMB Circular A-133 require that we plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements
referred to above that could have a direct and material effect on a major federal program
occurred. An audit includes examining, on a test basis, evidence about the Village of Berrien
Springs, Michigan’s compliance with those requirements and performing such other procedures
as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion. Our audit does not provide a legal determination on the
Village of Berrien Springs, Michigan’s compliance with those requirements.

In our opinion, the Village of Berrien Springs, Michigan complied, in all material respects, with

the requirements referred to above that are applicable to its major federal program for the year
ended June 30, 2007.

4 Praxity :



To the Village Council
Village of Berrien Springs, Michigan

Internal Control Over Compliance

The management of the Village of Berrien Springs, Michigan is responsible for establishing and
maintaining effective internal control over compliance with the requirements of laws,
regulations, contracts, and grants applicable to federal programs. In planning and performing our
audit, we considered the Village of Berrien Springs, Michigan’s internal control over compliance
with the requirements that could have a direct and material effect on a major federal program in
order to determine our auditing procedures for the purpose of expressing our opinion on
compliance, but not for the purpose of expressing an opinion on the effectiveness of internal
control over compliance. Accordingly, we do not express an opinion on the effectiveness of the
entity’s internal control over compliance.

A control deficiency in an entity’s internal control over compliance exists when the design or
operation of a control does not allow management or employees, in the normal course of
performing their assigned functions, to prevent or detect noncompliance with a type of
compliance requirement of a federal program on a timely basis. A significant deficiency is a
control deficiency, or combination of control deficiencies, that adversely affects the entity’s
ability to administer a federal program such that there is more than a remote likelihood that
noncompliance with a type of compliance requirement of a federal program that is more than
inconsequential will not be prevented or detected by the entity’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that material noncompliance with a type of compliance
requirement of a federal program will not be prevented or detected by the entity’s internal
control.

Our consideration of internal control over compliance was for the limited purpose described in
the first paragraph of this section and would not necessarily identify all deficiencies in internal
control that might be significant deficiencies or material weaknesses. We did not identify any
deficiencies in internal control over compliance that we consider to be material weaknesses, as
defined above.

This report is intended solely for the information and use of management, the Village Council,
and the federal awarding agencies and is not intended to be and should not be used by anyone

other than these specified parties.
742«'& f %w, pLeLe

September 21, 2007



Village of Berrien Springs, Michigan

Schedule of Expenditures of Federal Awards
Year Ended June 30, 2007

Pass-through Entity

CFDA Project/Grant Award Federal
Federal Agency/Pass-through/Agency Program Title Number Number Amount Expenditures
U.S. Department of Agriculture - Waste and Water
Disposal Systems for Rural Communities:
Grant 10.760 N/A $ 3,350,000 $ -
Loan 6,967,000 6,760,411
Total Waste Water Disposal Systems for Rural
Communities 6,760,411
U.S. Department of Housing and Urban Development -
Passed through the Michigan Strategic Fund - Michigan
CDBG Grant 14.228  MSC 203020-EDIG 200,000 -
Total federal awards $ 6,760,411
See Notes to Schedule of Expenditures 6

of Federal Awards.



Village of Berrien Springs, Michigan

Notes to Schedule of Expenditures of Federal Awards
Year Ended June 30, 2007

Note | - Significant Accounting Policies

The accompanying schedule of expenditures of federal awards includes the federal
grant activity of the Village of Berrien Springs, Michigan and is presented on the same
basis of accounting as the basic financial statements. The information in this
schedule is presented in accordance with the requirements of OMB Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations. Therefore, some
amounts presented in this schedule may differ from amounts presented in, or used in
the preparation of, the basic financial statements.

Note 2 - Loans Outstanding

The Village had the following loan balance outstanding at June 30, 2007. Their loan
balance is not included in the federal expenditures presented in the schedule.

CFDA Amount
Cluster/Program Title Number  Outstanding

Waste and Water Disposal Systems for Rural
Communities 10.760 $ 6,176,000



Village of Berrien Springs, Michigan

Schedule of Findings and Questioned Costs
Year Ended June 30, 2007
Section | - Summary of Auditor's Results

Financial Statements

Type of auditor’s report issued: Unqualified
Internal control over financial reporting:
e Material weakness(es) identified? X Yes No

¢ Significant deficiency(ies) identified that are
not considered to be material weaknesses? Yes X _ None reported

Noncompliance material to financial
statements noted? Yes X _ No

Federal Awards

Internal control over major program(s):
e Material weakness(es) identified? Yes X _No

¢ Significant deficiency(ies) identified that are
not considered to be material weaknesses? Yes X __ None reported

Type of auditor’s report issued on compliance for major program(s): Unqualified

Any audit findings disclosed that are required
to be reported in accordance with
Section 510(a) of Circular A-133? Yes X No

Identification of major program(s):

CFDA Number(s) Name of Federal Program or Cluster

10.760 Waste and Water Disposal Systems for Rural Communities

Dollar threshold used to distinguish between type A and type B programs: $300,000

Auditee qualified as low-risk auditee? Yes X _No



Village of Berrien Springs, Michigan

Schedule of Findings and Questioned Costs (Continued)
Year Ended June 30, 2007

Section Il - Financial Statement Audit Findings

Reference

Number

Findings

Finding Type - Material weakness

Condition - The Village did not record significant adjustments related to the
Enterprise Funds' capital assets, including the recording of current year
additions, the retainage related to ongoing construction contracts, and
capitalizing interest related to construction of the Waste Water Treatment
Plant.

Context - Overall financial responsibility
Effect - The related general ledger balances were not accurately recorded.

Cause - The Village budgets on a cash basis; therefore, fixed asset additions
and interest are expensed throughout the year.

Recommendation - The Village should record the capital asset additions for
the Enterprise Funds throughout the year, as well as capitalize interest
payments made on financing related to ongoing construction projects.
Retainages related to construction projects still in progress at year end should
also be evaluated and recorded as part of the year-end adjustments.

Views of Responsible Officials and Planned Corrective Actions - The
Village plans to record the fixed asset additions and retainage payable as well
as capitalized interest in the future.

Finding Type - Material weakness

Condition - The Village did not record significant adjustments related to the
Enterprise Funds' new bond issue, including accrued interest.

Context - Overall financial responsibility
Effect - The related general ledger balances were not accurately recorded.

Cause - The Village incorrectly recorded the proceeds received from the
current year bond issue as revenue to be consistent with cash basis
accounting.



Village of Berrien Springs, Michigan

Schedule of Findings and Questioned Costs (Continued)
Year Ended June 30, 2007

Section Il - Financial Statement Audit Findings (Continued)

Reference
Number Findings
2 Finding Type - Material weakness (Continued)

Recommendation - The Village should properly record the current year
bond issue as a liability in the general ledger system. Also, accrued interest
should be calculated and recorded as part of the year-end adjustments.

Views of Responsible Officials and Planned Corrective Actions - The
Village plans to record future bond issues as a liability, as well as calculate and
record accrued interest as part of the year-end adjustments.

Section Ill - Federal Program Audit Findings

Reference
Number Findings

None
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September 21, 2007

To the Village Council
Village of Berrien Springs, Michigan
Berrien Springs, Michigan

Dear Village Council:

In planning and performing our audit of the financial statements of the Village of Berrien Springs,
Michigan as of and for the year ended June 30, 2007, in accordance with auditing standards generally
accepted in the United States of America, we considered the Village's internal control over financial
reporting (internal control) as a basis for designing our auditing procedures for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing an opinion
on the effectiveness of the Village's internal control. Accordingly, we do not express an opinion on
the effectiveness of the Village's internal control.

Our consideration of internal control was for the limited purpose described in the preceding
paragraph and would not necessarily identify all deficiencies in internal control that might be
significant deficiencies or material weaknesses. However, as discussed below, we identified a certain
deficiency in internal control that we consider to be a material weakness.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the entity's ability to initiate, authorize, record, process,
or report financial data reliably in accordance with generally accepted accounting principles such that
there is more than a remote likelihood that a misstatement of the entity's financial statements that is
more than inconsequential will not be prevented or detected by the entity's internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results
in more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the entity's internal control. We believe that the following deficiency
constitutes a material weakness.

Capital Assets and Related Bonds

Material adjustments were identified by Plante & Moran, PLLC during the audit and recorded as
adjusting entries. These adjustments were made to the Enterprise Funds’ capital assets and long-
term debt. During our audit, we noted that current year additions in the Water and Waste Water
Funds had been expensed throughout the year. It was also noted that adjustments were not made
at year end for contract retainages owed related to the ongoing Waste Water Treatment Plant
(WWTP) construction, nor were the interest payments related to the WWTP construction
capitalized. Additionally, the bond proceeds received during the year were recorded as revenue and
required adjustments to be recorded as a liability. An adjustment was also made to record the
amount of interest payable on this bond issue as of June 30, 2007. Although the interest payment
amount was unknown at year end, an estimated amount should have been recorded.

Praxity:
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To the Village Council 2 September 21, 2007
Village of Berrien Springs, Michigan

Other Matters
We offer the following recommendation, which we do not believe to be a significant deficiency:
Cash Receipts at Remote Location

Significant cash receipts are collected at Shamrock Park throughout the busy season. Through our
discussions with park and accounting personnel, we understand that there is no procedure in place
to reconcile discrepancies between the register record of receipts and actual collections. The use of
a more reliable receipting system should be implemented.

Statements on Auditing Standards 104 to |11 - The Risk Assessment Standards

The AICPA issued Statements on Auditing Standards (SAS 104 - SAS | | I') which will substantially
affect the auditing process. The effective date for you audits will be for the audit of the financial
statements for the year ended June 30, 2007. These standards essentially redefine the audit process
from start to finish and the ramifications for the audit process are substantial.

The new standards primarily require:

e The auditor to obtain a deeper understanding of: (|) the Village and its internal control, for the
purpose of identifying the risks of material misstatement in the financial statements; and (2) what
the Village is doing to mitigate those risks

e A more rigorous assessment of the risks of material misstatement based on that understanding,
with additional emphasis on significant risks that call for special audit consideration

e Aclearer linkage between the assessed risks and the audit procedures performed, including tests
of controls and substantive tests, in response to those risks

We have invested substantial resources into the redesign of our audit process to conform to these
requirements. Our ultimate goal, as in the past, is to provide a quality audit, in full conformance to
the requirements, which is tailored to the unique environment for Michigan municipals. As a result,
our 2008 audit process will have many new features and elements built in. We will work with you
to understand the elements, involve you in the information gathering process, and perform audit
tests focused on the risks embedded in the Village’s financial statements. To provide you with as
much lead time as possible in the data gathering process, we will review the information needs and
provide the necessary tools in the next several months.



To the Village Council 3 September 21, 2007
Village of Berrien Springs, Michigan

Recent Revisions to State Transportation Funding Program

Current legislation modified Act 51 to allow local governments to transfer monies from their Major
Street Fund to their Local Street Fund at a level of 50 percent of annual major street funding
received. In addition, greater than 50 percent can be transferred. However, the amended law
requires that certain conditions be met to allow for a transfer in excess of 50 percent, including the
adoption of an asset management process for the Major and Local Street systems as well as a
detailed resolution passed by the Village. It is important to note that major street monies
transferred for use on local streets cannot be used for construction but may be used for
preservation. These provisions sunset on December 31, 2008. Without an extension of this
provision, a transfer from the Major Street Fund to the Local Street Fund can only be done to the
extent that local revenues exist in the Major Street Fund. Current legislation also includes a pilot
program that would allow for the combination of the Major Street Fund and the Local Street Fund if
certain conditions are met.

Municipal Finance Act Revisions - Reminder

The Municipal Finance Act was amended several years ago. Communities are now required to
submit a filing once a year with the Michigan Department of Treasury. The old |0-day “exemption
from prior approval” process has been eliminated and is replaced with this qualification process.
This filing will serve as a pre-approval for future debt issues. The current filing is due within six
months of the Village’s year end (December 31, 2007) and is good for one year thereafter.

Revenue Sharing

The future of the State’s revenue sharing program continues to be directly tied to the condition of
the State’s budget. Reductions to statutory revenue sharing started in 2001 as shortfalls began
occurring in the State’s budget. The State’s budget shortfalls continue to be significant. The
magnitude of the State’s deficit has become even more pronounced after the State’s January and
May 2007 revenue estimating conferences. According to economists, Michigan is still approximately
$1.8 billion short of the revenue needed to cover basic services for the State’s upcoming fiscal year
2007/2008 budget. It is not completely clear whether the State’s fiscal year 2006/2007 budget has
been completely balanced as well. The outcome of other matters will also impact revenue sharing
and those matters include:

e Future of County Participation in Statutory Revenue Sharing - In 2004, the State
terminated payment of statutory revenue sharing to counties (which was approximately $182
million) but allowed counties to move their operating tax levy to July from December. Counties
are required to deposit the additional monies from the earlier levy into a “reserve fund” which is
to be used by the counties to replace lost statutory revenue sharing in future years. The
question that remains is when the reserve funds established by counties are depleted, will
counties come back into the “revenue sharing formula” and to what extent? Will the size of the
statutory pot grow to accommodate counties or will there be a shift of the same monies from
cities, villages, and townships to the counties?



To the Village Council 4 September 21, 2007
Village of Berrien Springs, Michigan

e Statutory Revenue Sharing - The statutory revenue sharing formula expires in 2007.
Legislative action is required on this Act for appropriations to continue into 2008 and beyond.

e Changes to Michigan’s Tax Structure - The Michigan Single Business Tax has been
eliminated effective December 31, 2007, which will result in the loss of $1.9 billion from the
State’s budget in 2008. In June 2007, a replacement for the Single Business Tax - called the new
Michigan Business Tax - was approved by the Legislature. More details on this new tax structure
are included below. In the overview, the plan creates a new tax structure for Michigan
businesses, provides further personal property tax relief to business taxpayers, and is forecasted
by the State to generate about the same revenue ($1.9 billion) as the Single Business Tax.
Technical corrections on this recently passed law are still pending and the law is lengthy and
complex. The true financial impact on the State’s budget is hard to predict. Rumors of further
changes to Michigan’s tax structure continue to circulate around Lansing as the Legislature
continues their work on the State’s fiscal year 2007/2008 budget and solving the estimated $1.8
billion deficit that exists.

As introduced, the governor’s budget for fiscal year 2007/2008 includes a revenue-sharing increase
of $27 million to be distributed using the three-part formula currently contained in the revenue-
sharing act (taxable value per capita, population/unit type, and yield equalization) with an additional
$14.5 million for public safety funding. While specific details have not been announced yet,
communities would only be eligible for the increase if they can demonstrate service sharing with
other local governments.

While the debate is in process and all indications point to a very busy fall season for the Legislature,
there still remain considerably more questions than answers regarding long-term funding of
statutory revenue sharing. Decisions still remain on the ultimate funding level for revenue sharing
for the State’s fiscal years 2006/2007 and 2007/2008. Local governments may need to react with
budget amendments when these final decisions are made by the State.

This communication is intended solely for the information and use of management, the village
council, and others within the organization and is not intended to be and should not be used by
anyone other than these specified parties.

Very truly yours,

Plante & Moran, PLLC

Sharon L. Vargo, CPA
Partner
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